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The Impact of RTGS on Internal Control - A Comparative Study Between
Some Iraqi Banks
Salowan H. Al Taee and Noor A. Radhi
The College of Management and Economic
University of Mustansiriyah, Iraq

Abstract
The research aims to examine the impact of the Real time Gross settlement (RTGS) As an
example of Electronic Payment Systems (EPS) in some Iraqi banks registered in the Iraq market
for the securities and banks selected in the research sample (Iraqi Central bank, commercial Gulf
Bank, United Bank for Investment of Iraq, Agricultural cooperative Bank) and researchers
designed the resolution designed to achieve the objectives of research and test its hypothesis to
gain access to the extent to which banks apply Sample search for internal controls of general
procedures, application, security procedures and protection of proposed applications based on
manuals, standards, guidelines and international frameworks, have been collected analysis of the
resolution data Distributed on 89 individual research sample Vocabulary, department managers
(payments, credit, IT, SWIFT and inspection and Internal control) for each bank of the research
sample. In view of this, a number of conclusions were reached, the most important of which
were the existence of internal controls that did not evolve, despite the development of RTGS,
The weakness is uneven among the research sample banks but they are the strongest in the
central bank of Iraq for being the owner and administrator of the systems. The researchers have
recommended that international manuals, standards and guidelines for internal control
procedures should be followed to ensure that Iraqi banks improve their electronic systems in
order to reduce their vulnerabilities.
Keywords: payment system, EPS, RTGS, ATM, POS, internal controls
Recommended Citation: Al Taee, S. H., & Radhi, N. A. (2021). The impact of RTGS on internal
control - A comparative study between some Iraqi banks. In C. Cobanoglu, & V. Della Corte
(Eds.), Advances in global services and retail management (pp. 1-7). USF M3 Publishing.
https://www.doi.org/10.5038/9781955833035
Introduction
for technological advances in business, particularly banking, has an impact on the complexity of
banking operations using the methods of transfer, electronic payment of funds and electronic
transmission, application and enquiry of data, with easy access to the services deriving there
from, as a result of banks, especially Iraqi banks, using sophisticated electronic systems
supported by extensive and secure communication networks and using tools to facilitate the
performance of its services such as the use of electronic payment cards and through the handling
of ATM for any branch of a bank, E-check services, query and customer enquiry services, the
importance of research is to identify the internal control to be adopted under information and
communications technology and the adequacy of such controls and procedures followed in Iraqi
banks sample research, and from the systems that have been selected the search sample (RTGS)
to identify and find out each Its system, tools, application, requirements and their effects in the
1
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internal controls of each bank of the sample search and comparison, using the researchers thus
the method of identifying and collecting data from the research and analysis sample statistically
using SPSS, relying on the descriptive analytical approach to make comparisons as well as books
and research of solid scientific relevance to the subject of the research to illustrate the
terminology addressed in its theoretical framework.
Literature Review
Payment Systems (David Shebard, 1996)
The study discussed the problem of the modernity of payment and settlement systems in the
banking business which places on central banks a great responsibility due to the risks involved in
settlement, as well as the lack of compatibility of the legal and technical environment with
settlement systems in some countries.The study summarized that the payment systems are a
means of settlement between the concerned banks, that is, the payer bank compensates the payee
bank either bilaterally or through the bank accounts with a third-party settlement party, which is
usually the central bank. Therefore, the researcher believes that it must always be remembered
that this process involves many risks and general problems, and there is no specific way to deal
with them.
Integrity and Internal Control in Modern Banking Systems (Jim Jones, 2002)
This study examines the nature of controls traditionally applied in the Banking industry to batch
transactions. It then looks at the reasons why batch systems introduce the notion of Risk into
financial systems and why modem systems are moving towards real-time in order to overcome
this Risk. By analyzing real-time banking systems, including those driven by the advent of the
Internet, the paper identifies the need for an entirely new family of controls and proposes an
architecture of Parallel, Autonomous Audit as a framework in which this might be developed.
Importance of Internal Control System in Banking Sector: Evidence From Turkey (Hayali
and Others, 2014)
The globalization process, complexity of banking transactions and the increase in fraudulent
activities have recently sharpened the ever-increasing attention on internal control systems in
banking sector. Banks are the main player in economies, especially in bank-based economies
such as Turkey. To sustain a healthy economic environment authorities care internal control
system and develop strategies for bank managements through regulations. Establishment of
internal control system has become a legal obligation since the new banking law and the BRSA’s
regulations in Turkey. In this paper, the importance of internal control system is expressed and
also its impacts to the banking system are analyzed. Moreover, the current structure of the
internal control system in Turkish Banking sector is explained and evaluated through the annual
reports. The method used in this research is evaluating and comparing of selected 15 Turkish
banks and 3 main international banks. The data is collected from the 2012 year-end annual report
of each bank and analyzed with qualitative research methods. The research shows that the
internal control activities of the banks are adapted to the international standards in Turkey and
effective control procedures exist in the banking system. In addition, efficient internal control
mechanisms have great impact on the strong and stable outlook of Turkish banking sector.
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The Impact of Internal Control and Risk Management on Banks in Palestine (Bayyoud and
Sayyad, 2015)
The purpose of the study attempts to analyze the impact of internal control and risk management
on banks in Palestine. The investigation helped in identifying the impacts of new banking
reformations and rules on the risk assessment, identification, and mitigation in banks. It was also
assessed that whether frauds and errors are reduced, different types of risk are controlled, duties
are segregated and practices are aligned with international standards in banks due to reformed
internal control procedures. A qualitative close-ended survey was carried out for collecting data
from managers of 10 banks in Palestine. The responses of 22 statements were collected in five
different categories. The findings showed that overall internal control and risk management
systems in Palestine have positively affected the banks in terms of quantitative as well as
qualitative performance.
Corporate Governance in Indian Banks Post Subprime Crisis (Kanojia and Priya ,2016)
This study attempts to unearth quality of corporate governance practices of Indian banking sector
and highlight whether the corporate governance practices of listed public and private sector
banks are symmetric post subprime crisis. The study examines that whether the key corporate
governance factors like capital adequacy ratio, board size, number of independent directors and
CEO duality affects the performance of banks. In addition to this, the paper goes on to find the
essence of shareholding by non-executive directors and the regularity of directors in attending
the board meetings. Further, for the perusal of corporate governance practices followed in the
Indian banking sector a corporate governance index has been compiled from the data of all listed
Indian banks. Moreover, the paper endeavors to exhume any relationship between the
educational qualification of directors and its contribution on the banks performance, if any. the
results provide an insight of the corporate governance structure of Indian banking sector and
exhibit that the public and private sector banks have asymmetric corporate governance practices
post subprime crisis. The empirical results of multiple regression analysis demonstrate a positive
impact of corporate governance factors on Indian banks performance. As for our current study, it
differs from its predecessors by the nature of the payment systems that the study dealt with and
used in Iraqi banks, the research sample, and comparison between them. What is the impact of
these systems on internal control and in the tools, methods and standards used to control on
payment systems? The following is an explanation of the components of the EBS in Iraqi banks
sample
Electronic Payment System (EPS)
The world today is witnessing changes reflected in the business environment, The Iraqi banks
use many electronic payment systems (EPS) Such as Real time Gross settlement (RTGS) and
Retail Payment System (RPSI) and Government system for the registration of Securities (GSRS)
(www.cbj.gov.jo). the central Bank of Iraq is the owner and the supervisor of these systems all
Iraqi banks and The Ministry of Finance are connected to these systems by central bank of
Iraq.(www.cbi.iq)

3

University of South Florida M3 Center Publishing

The Iraqi payment system consists of the following subsystems: (www.cbi.iq)
1. Real time Gross settlement (RTGS):It is one of the most important components of the
payment system (a system in which payments are exchanged electronically between
banks through a secure and efficient network and ensures an effective and definitive
settlement of the mutual payment orders between the participants and on an ongoing
basis during the working day, the system was operated in Iraq by the Central Bank of Iraq
in 2006 and is participating in it after the agreement of the Central Bank of Iraq to
provide the participating bank with the electronic Authorization E-token(.www.cbi.iq)
2. The RTGS system aims to achieve what comes: (Reserve Bank of Australia, 1995):To
remove the risk of manual adjustment resulting from the settlement of large-scale
transactions of high value between commercial banks because it offers safe and timely
adjustments.eliminates the possibility of banks ' failure and inability to pay their
obligations, through which liquidity and credit risks can be detected immediately upon
settlement and eliminated.
3. Automated Clearing House (ACH):It is also called the Automated Clearing House, a
system that enables banks to exchange information, including data, images, symbols,
checks and all payment orders, in a safe manner between banks and electronic means
through the central Bank's clearing house and the determination of net balances resulting
from this operation at a specified time) and the launch of the system in Iraq in 2008
(www.cbj.gov.jo)
4. Progress Soft-electronics Check Clearing (PS-ECC):This system was implemented in
Iraq in 2011 and is primarily aimed at converting the process of the instruments (cheques)
to the electronic method, which relies on cheque images to facilitate the process of
collection within a short period of time and the process is done during the same day,
which leads to an increase deposit operations and reduction of the loss of instruments, the
exchange of electronic instruments encoded in magnetic ink and retain the original copy
of the instrument in the Depository branch and send the image and data of the instrument
to the withdrawn branch.(www.cbi.iq)
5. Government system for the registration of Securities (GSRS):Implemented in Iraq in
2008, is a system that manages government bonds issued by the Central Bank of Iraq and
the Ministry of Finance through the management of the public auction process of
government securities outbound the system of deposit of government bonds with the
lump-sum adjustment system in real time is linked to the seizure of funds from the bank
accounts participating in the system for the purposes of the settlement process.
(www.cbi.iq)
6. Retail Payment System (RPSI):It is a money transfer system that deals with a large
volume of payments of relatively low value, and in several forms such as instruments,
credit transfers, direct debit balances, which generally use large payments from and to
individuals and between individuals and firms( www.ecb.europa.eu).The EPS system is
electronically via point of sale points and ATM automated teller machine (ATM) using
cash, instruments and electronic cards and can be done via the Internet and mobile
phone.(FFIC, 2004). Central bank responsibility :The responsibility of the monetary
authorities includes overseeing the systems owned by them as well as those owned and
managed by other parties.It is useful in exercising this supervisory position on payment
systems that it is independent within the framework of the monetary authorities and
attached to the higher management ( www.centralbank.go.ke) The supervisory role
https://digitalcommons.usf.edu/m3publishing/vol5/iss2021/91
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mainly includes following up and developing the rules and procedures related to the
system in an appropriate manner, ensuring that the system operates safely and efficiently,
evaluating the extent of compliance with the application of the rules and supporting the
development endeavors by the participating parties and preventing misuse of the system.
www.isaca.org.
The figure below shows the relationship between the payment systems and the responsibility of
the central bank in controlling them participant.
Figure 1: The Payment Systems and the Responsibility of the Central Bank

Sample
The study population consists of the Central Bank of Iraq (CBI) and a sample of commercial
banks registered in the Iraq Stock Exchange, It is the Gulf Business Bank (GBB), the United
Bank for Investment (UBI) and the Cooperative Agricultural Bank (CAB).
Data Collection
To achieve the objectives of the research and test its hypotheses, the two researchers adopted to
cover the theoretical side of the research on the descriptive approach through sober sources such
as books and scientific research related to the topic of the research, central bank publications and
bank reports, and the descriptive and analytical approach was relied on in the comparisonprocess
between the supervisory controls followed and not followed in the banks semple. The reverch, as
well as relying on personale interviews with directors of départements and system employées in
the payments section, the credit information exchange section, the computer département and the
control and inspection section, to collect data on the practice aspect of the research.The
questionnaire was distributed on 89 items from the vocabulary of the research sample from
banks, after it was presented to a group of referees from professors specializing in the field of the
research subject from academics, professionals and specialists in the field of psychology to judge
the validity of the questionnaire and the validity of the scale for the purpose of testing the study
hypotheses in the statement of the correlation relationship and measuring The effect of the study
variables, and the data were analyzed using the SPSS statistical program.
Empirical Model
To test the hypotheses and to demonstrate the relationship between those variables and the
measurement of the independent variable in dependent variables, the (Correlation and simple
linear regression). The research results show that there is a correlation in the internal controls
5
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over the (RTGS, RPSI, GSRS, PS-ECC), The following table shows the correlation relationship
between the research variables for each bank of the research sample
Table 1:Relationship Correlation of Search Variables for Each Bank
Banks
CBI
GBB
UBI
CAB

Y1
r
0.299
0.513
0.515
0.632

Y2
Sig.
3.45
0.015
0.012
0.003

r
0.187
0.742
0.546
0.211

Variable X (EPS)
Y3
Sig.
r
Sig.
0.382 0.259 0.222
0.000 0.237 0.288
0.007 0.240 0.270
0.372 0.056 0.816

Y4
r
0.307
0.476
0.612
0.816

Y5
Sig.
0.144
0.025
0.002
0.121

r
0.321
0.543
0.463
0.611

Sig.
0.126
0.009
0.026
0.690

Y6
r
Sig.
0.657 0.000
0.127 0.574
0.971 0.000
0.001 0.528

Analyze the results of each bank and compare them: The impact of the electronic Systems
(RTGS , RPSI, GSRS, PS-ECC) in internal controls over their systems is the largest and at the
United Bank for investment, 11% were at the Agricultural Cooperative Bank, at 0.4%, and there
was an effect of 1% in the Gulf Bank the central bank there is no effect any x does not affect the
internal controls on the systems because these two systems are under the control of the central
bank and are followed and maintained with the help of the provider of the bank. As for its impact
on internal controls on programs and Y3 files There is only an impact at the central Bank of Iraq
being the owner and the system administrator who has the power to software development
(RTGS), have a 23% impact rate.
Conclusions
The availability of the controls proposed in accordance with international versions is easy to
achieve internal control objectives under expert electronic systems used by banks of Iraq, if
applied because they represent common, knowledgeable and comprehensive controls that help to
provide security, protect the system and protect its output from information. Iraq does not have
internal controls over The RTGS within a special directory. The Iraqi banks are scrutinizing their
systems in accordance with international auditing standards and the instructions of the Central
Bank of Iraq. There are no electronic audit programs in both systems and there is no special
section or Division for System Audit except the Central Bank of Iraq, and the banks, which use
foreign companies to scrutinize its electronic systems such as Ernst & Young. Good security and
protection-level communication networks are used in the central Bank of Iraq, but they are
narrow in scope and the systems used by the bank need wider, larger and better-secure networks.
Recommendations
•
•
•
•

Developing the electronic payment system EBS through the use of its infrastructures.
Developing means to protect the system from unauthorized access to programs, files,
devices, and tools, such as using a live print as well as strong passwords.
A risk-based audit program to develop internal control procedures in EBS
The necessity to train and develop the skills of workers in the field EBS.
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